December 2007

GDP and the Economy

Preliminary Estimates for the Third Quarter of 2007

EAL gross domestic product (GDP) increased 4.9
percent in the third quarter, according to “prelim-
inary” estimates of the national income and product
accounts (NTPAs); it increased 3.8 percent in the sec-
ond quarter (chart 1 and table 1).! The third-quarter
growth rate was revised up 1.0 percentage point from
the “advance” estimate (page 9).2
The acceleration in real GDP growth in the third
quarter primarily reflected accelerations in exports,
consumer spending, and inventory investment. In con-
trast, imports (which are subtracted in the calculation
of GDP) turned up, residential fixed investment de-
creased by more than the second-quarter decrease, and
nonresidential structures slowed.>

e Prices of goods and services purchased by U.S. resi-
dents increased 1.6 percent in the third quarter, fol-
lowing an increase of 3.8 percent in the second
quarter (page 8). Energy prices turned down in the
third quarter, and food prices increased at the same
rate as in the second quarter. Excluding food and
energy, prices increased 1.7 percent, following an
increase of 1.5 percent in the second quarter.

eReal disposable personal income (DPI)—income
adjusted for inflation and taxes—increased 4.4 per-
cent in the third quarter after decreasing 0.8 percent
(revised). The upturn reflected an acceleration in
current-dollar DPI and a deceleration in inflation.

e The personal saving rate was 0.6 percent in the third
quarter; in the second quarter, it was 0.3 percent
(revised).

e Corporate profits decreased $19.3 billion in the
third quarter, following an increase of $94.7 billion
in the second quarter (page 10).

1. “Real” estimates are in chained (2000) dollars, and price indexes are
chain-type measures.

2. Each GDP estimate for a quarter (advance, preliminary, and final)
incorporates increasingly comprehensive and improved source data. More
information can be found at <www.bea.gov/bea/about/infoqual.htm> and
<www.bea.gov/bea/faq/national/gdp_accuracy.htm>. Quarterly estimates
are expressed at seasonally adjusted annual rates, which assume that a rate
of activity for a quarter is maintained for a year.

3. In this article, “consumer spending” refers to the NIPA series “personal
consumption expenditures,” “inventory investment” refers to “change in
private inventories,” and “government spending” refers to “government
consumption expenditures and gross investment.”

Christopher Swann prepared this article.

Chart 1. GDP, Prices, Disposable Personal Income (DPI)
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Real GDP Overview

Table 1. Real Gross Domestic Product and Components

[Seasonally adjusted at annual rates]

Share of
current- Change from Contribution to percent
dollar preceding period change in real GDP
GDP (percent) (percentage points)
(percent)
2007 | 2006 2007 2006 2007
1l v | Il Il v | 1 Il
Gross domestic product’..... 1000 21| 06| 3.8 49| 21| 06, 38 49
Personal consumption
expenditures.... 700 39, 3.7 14| 27| 268 2.56| 1.00| 1.88
Durable goods... 77| 39| 88| 17| 4.0| 030| 067 0.14| 0.31
Nondurable goods 204| 43| 30| -05| 1.9| 0.86| 0.61|-0.10| 0.39
Services 419 37| 31| 23| 28| 152| 1.28| 0.96| 1.18
Gross private domestic
investment ... 15.5(-14.1| -8.2| 4.6| 59|-250|-1.36| 0.71| 0.92
Fixed investmen: 162| -71| 44| 32| -0.4|-1.19|-0.70| 0.49|-0.06
Nonresidential " 10.7| -1.4| 21| 11.0| 94|-0.15| 0.22| 1.12| 0.97
SHrUCIUIES ... 34| 74| 64| 262| 143| 0.23| 020| 0.78| 0.46
Equipment and software 73| -49| 03| 47| 72|-0.38| 0.02| 0.34| 0.51
Residential ...........ccoocvumvivrens 45|-17.2|-16.3|-11.8|-19.7 | -1.04 | -0.93 | -0.62 | -1.03
Change in private inventories...... 0.3 v | v [ e | evveeens -1.31|-0.65| 0.22| 0.98
Net exports of goods and
services ... =50 | s [ [ [ 1.25/-0.51| 1.32| 1.37
121| 143| 11| 75| 189| 151| 0.13| 0.85| 2.08
85| 96| 09| 66| 258| 0.73| 0.07| 0.53| 1.94
35| 260| 16| 96| 40| 078 0.05| 0.33| 0.14
Imports.. 17.0| 16| 39| -27| 4.3|-0.26|-0.63| 0.47|-0.70
Goods 144| -06| 42| -29| 49| 0.09|-0.57| 0.42|-0.68
Services ... 27| 142| 23| -17| 09]-0.35/-0.06| 0.05/-0.02
Government consumption
expenditures and gross
investment 194| 35| -05| 41| 39| 0.66|-0.09| 0.79| 0.75
Federal........... 71| 73| -63| 6.0| 7.0 050|-046| 0.41| 0.49
National defense ... 48| 16.9|-108| 85| 10.1| 0.74|-0.54| 0.39| 047
Nondefense 23|-100| 38| 09| 09(-0.24| 0.08| 0.02| 0.02
State and local 124| 13| 30| 30| 21| 0.16| 0.36| 0.37| 0.26

1. The estimates of GDP under the contribution columns are also percent changes.
Norte. Percent changes are from NIPA table 1.1.1, contributions are from NIPA table 1.1.2, and shares

are from NIPA table 1.1.10.

Table 2. Real Gross Domestic Product (GDP) by Type of Product

[Seasonally adjusted at annual rates]

027~ |

Share of
current- Change from Contribution to percent
dollar preceding period change in real GDP
GDP (percent) (percentage points)
(percent)
2007 | 2006 2007 2006 2007
I v | I Il v | 1 I
Gross domestic product .............. 100.0| 21| 06 3.8 49| 21| 06| 38 49
Final sales of domestic product 99.7| 35| 13| 36| 39| 340| 1.25| 3.60| 3.95
Change in private inventories..... 0.3 -1.31|-0.65| 0.22| 0.98
Goods 311 11| 02| 54| 11.7| 0.36| 0.06| 1.65| 3.51
Services 588| 44| 21| 31| 31| 250| 1.21| 1.85| 1.86
Structures 10.1| -7.0| -6.2| 3.0| -4.3|-0.77|-0.68| 0.32|-0.45
Addenda:
Motor vehicle output ...........ccccrvvven. 30-21.6| 62| 10| 154|-0.74| 0.18| 0.03| 0.43
GDP excluding motor vehicle output 970 29| 04| 39| 46| 2.84| 042| 3.79| 4.49
Final sales of computers.................... 0.7| 27.0| -1.3| 35.7| 47.8| 0.16(-0.01| 0.21
GDP excluding final sales of
COMPULETS ...oovvevvvvnniiesariisenisianes 99.3| 19| 06| 36| 47| 1.93| 0.61| 3.61| 4.65

1. The estimates of GDP under the contribution columns are also percent changes.
Note. Percent changes are from NIPA table 1.2.1, contributions are from NIPA table 1.2.2, and shares

are calculated from NIPA table 1.2.5.

Consumer spending accelerated, increasing 2.7 per-
cent in the third quarter after increasing 1.4 percent. It
added 1.88 percentage points to real GDP growth in
the third quarter. Spending for nondurable goods
turned up, and spending for both services and durable
goods accelerated.

Nonresidential fixed investment slowed somewhat, in-
creasing 9.4 percent in the third quarter after increas-
ing 11.0 percent. The deceleration was primarily due
to a pullback in structures.

Residential fixed investment fell for the seventh
straight quarter, decreasing 19.7 percent and subtract-
ing 1.03 percentage points from real GDP growth.

Inventory investment picked up substantially, adding
0.98 percentage point to real GDP growth after adding
0.22 percentage point.

Exports rose sharply, increasing 18.9 percent after in-
creasing 7.5 percent. The third-quarter increase was
the largest since the fourth quarter of 2003 and con-
tributed 2.08 percentage points to real GDP growth.
Goods exports picked up markedly; services exports
slowed.

Imports turned up, increasing 4.3 percent after de-
creasing 2.7 percent. The turnabout, which was
mainly due to an upturn in goods imports, subtracted
0.70 percentage point from real GDP growth.

Federal Government spending accelerated somewhat,
reflecting an acceleration in national defense expendi-
tures.

State and local government spending slowed in the
third quarter

Real final sales of domestic product, real GDP less in-
ventory investment, increased 3.9 percent after in-
creasing 3.6 percent in the second quarter.

Motor vehicle output accelerated sharply, increasing
15.4 percent after a 1.0-percent increase in the second
quarter.

Final sales of computers stepped up, increasing 47.8
percent after increasing 35.7 percent.
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Consumer Spending

Table 3. Real Personal Consumption Expenditures (PCE)
[Seasonally adjusted at annual rates]

Share of
current- Change from Contribution to percent
dollar preceding period change in real PCE
PCE (percent) (percentage points)
(percent)
2007 | 2006 2007 2006 2007
1} \% | I I} \% | I I}
o7 100.0) 39| 37| 14| 27| 39 37| 14| 27
Durable goods............c.c.... 11.1| 39| 88| 17| 4.0/ 044| 097 0.19| 044
Motor vehicles and parts......... 45| 01| 11.3| -29| -5.0| 0.01| 051|-0.14|-0.23
Furniture and household
equipment 43| 85| 95| 42| 98| 0.36| 040| 0.18| 040
Other? 23| 30| 27| 68| 123| 0.07| 0.06| 0.15| 0.27

291| 43| 3.0 -05/ 1.9 1.26| 0.88(-0.14| 0.55
187 73| 17| -1.4| 11| 098] 0.23(-0.19| 0.15
38| 38| 84| 24| 6.3 015 0.32| 0.09| 023

Clothing and shoes ...
Gasoline, fuel oil, and other

energy goods. . 3.7| -5.6| 24| -45| -0.9|-0.21| 0.08/-0.17|-0.04
Other®..... 78| 43| 31| 17| 26| 034 025 0.13| 0.20
Services ... 59.9| 37| 31| 23| 28| 221| 1.86| 1.35| 1.66
Housing..... 151 20| 25| 27| 25| 030| 0.37| 0.41| 0.38

Household operation . . 54| 36| 10| 14| 49| 020 005 0.08| 0.27
Electricity and gas . 23| 42| 16| 12| 11.0| 0.09| 0.04| 0.03| 0.24
Other household operation 31| 32| 05| 15| 07| 0.10| 0.01| 0.05| 0.02

Transportation ... 37| 42| 26| 44| 32| 0.16| 0.10| 0.16| 0.12

Medical care.. 17.3| 28| 39| 23| 23| 049| 0.68| 0.40| 0.40

Recreation. 41| 10.8| 21| 09| 3.8| 043| 0.09| 0.04| 0.16

Other*... 142| 45| 40| 19| 24| 063| 057| 0.27| 0.34

1. The estimates under the contribution columns are also percent changes.

2. Includes jewelry and watches, ophthalmic products and orthopedic equipment, books and maps,
bicycles and motorcycles, guns and sporting equipment, photographic equipment, boats, and pleasure
aircraft.

3. Includes tobacco, toilet articles, drug preparations and sundries, stationery and writing supplies,
toys, film, flowers, cleaning preparations and paper products, semidurable house furnishings, and maga-
zines and newspapers.

4. Includes personal care, personal business, education and research, religious and welfare activities,
and net foreign travel.

Norte. Percent changes are from NIPA table 2.3.1, and contributions, from NIPA table 2.3.2; shares are
calculated from NIPA table 2.3.5.

Spending for durable goods picked up in the third
quarter and contributed 0.44 percentage point to the
2.7-percent growth in real consumer spending. The
pickup reflected accelerations in furniture and house-
hold equipment and in “other” durable goods. In con-
trast, motor vehicles and parts decreased more than in
the second quarter.

Spending for nondurable goods turned up in the third
quarter, increasing 1.9 percent after a 0.5-percent de-
crease. It contributed 0.55 percentage point to the
growth in real consumer spending. The turnabout was
led by an upturn in spending for food. Spending for
clothing and shoes picked up, and spending for gaso-
line, fuel oil, and other energy goods decreased less
than in the second quarter. Spending for “other” non-
durable goods also accelerated.

Spending for services increased 2.8 percent after in-
creasing 2.3 percent. It contributed 1.66 percentage
points to the growth in real consumer spending. The
step-up primarily reflected accelerations in spending
for electricity and gas and for recreation.

Chart 2. Real Personal Consumption Expenditures

Percent change from the preceding quarter
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Private Fixed Investment

Table 4. Real Private Fixed Investment (PFI)

[Seasonally adjusted at annual rates]

Share of
current- Change from Contribution to percent
dollar preceding period change in real PFI
PFI (percent) (percentage points)
(percent)
2007 | 2006 2007 2006 2007
il \% | Il l \% | 1 1l
Private fixed investment'....| 1000 -7.1| -4.4| 32| -0.4| -7.1| 44| 32| -0.4
Nonresidential................cc.cccoc..... 705| -1.4| 21| 11.0| 9.4|-090 1.42| 7.16| 6.26
Structures ..o 226| 74| 64| 26.2| 14.3| 1.40| 1.28| 4.97| 297
Commercial and health care 83| 37| 147| 25| 38| 027 1.09| 0.21| 0.31
Manufacturing............ccoceeueueee 1.3|-19.3| -22| 19.0| -7.5/-0.27|-0.03| 0.23 |-0.11
Power and communication ... 28| 96| 11.6| 52.1| 153| 0.21| 0.26| 1.07| 0.39
Mining exploration, shafts,
and wells 57| 134| -3.6| 486| 255| 0.63|-0.19| 2.13| 1.28

Other structures 2.. 44| 179| 40| 407| 29.9| 057| 0.14| 1.34| 1.10
Equipment and software........ 479| 49| 03| 47| 7.2|-230| 0.15| 219 3.29
Information processing
equipment and software .... 242| -16| 16.7| 10.1| 85|-0.36| 3.54| 2.30| 1.97
Computers and peripheral
equipment.. 45| 42| 430| 123| 121| 0.17| 1.56| 0.53| 0.51
Software °.. 104| 24| 93| 108 9.4| 022| 0.86| 1.03| 0.92
Other*....... 93| -83| 135| 84| 59|-075| 1.11| 0.73| 0.53

Industrial equipment... 85| 65| -29| 163| 82|-052|-0.23| 1.22| 0.66
Transportation equipment...... 72|-133|-152|-238| 26|-1.11|-1.27|-2.03| 0.19

Other equipment 80| -39|-213| 93| 6.3/-0.31/-1.88| 0.69| 0.48
Residential 29.5|-17.2| -16.3 | -11.8 | -19.7 | -6.20 | -5.79 | -4.01 | -6.66
Structures 29.1|-17.3|-16.6 | -11.9 | -20.0 | -6.17 | -5.80 | -3.98 | -6.67
Permanent site .. 16.3|-29.4 |-27.7 | -14.4|-21.8| -6.84 | -6.05 | -2.77 | 4.13

14.0|-34.0|-29.8 |-14.2|-23.3|-7.15|-5.71 | -2.35 | -3.83
23| 13.3|-12.6|-15.8|-12.3| 0.32|-0.34|-0.42|-0.30
128 51| 18| -85|-17.6| 067| 0.25|-1.21|-2.53

05 -65| 37| -6.0/ 2.3|-0.03 0.02|-0.03| 0.01

Single family ..
Multifamily..
Other structures

Equipment

1. The estimates of fixed investment under the contribution columns are also percent changes

2. Consists primarily of religious, educational, vocational, lodging, railroads, farm, and amusement and
recreational structures, net purchases of used structures, and brokers’ commissions on the sale of struc-
tures.

3. Excludes software “embedded,” or bundled, in computers and other equipment.

4. Includes communication equipment, nonmedical instruments, medical equipment and instruments,
photocopy and related equipment, and office and accounting equipment.

5. Consists primarily of furniture and fixtures, agricultural machinery, construction machinery, mining
and oilfield machinery, service industry machinery, and electrical equipment not elsewhere classified.

6 Consists primarily of manufactured homes, improvements, dormitories, net purchases of used struc-
tures, and brokers’ commissions on the sale of residential structures.

Norte. Percent changes are from NIPA table 5.3.1, contributions are from NIPA table 5.3.2, and shares
are calculated from NIPA table 5.3.5.

Nonresidential fixed investment slowed in the third
quarter, mainly reflecting a deceleration in business
investment in structures.

Investment in structures decelerated, mainly reflecting
slowdowns in mining exploration, shafts, and wells
and in power and communications structures. The de-
celeration was also attributable to a downturn in man-
ufacturing structures and a deceleration in “other”
structures.

Investment in equipment and software accelerated,
mainly reflecting an upturn in transportation equip-
ment.

The decrease in residential investment was larger than
the second-quarter decrease. The third-quarter de-
crease was the seventh in a row. The main contributors
were larger decreases in single-family structures and in
“other” residential structures (mainly brokers’ com-
missions).

Chart 3. Real Private Fixed Investment

Percent change from the preceding quarter
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Inventory Investment

Table 5. Real Change in Private Inventories by Industry
[Billions of chained (2000) dollars; seasonally adjusted at annual rates]

Change from
Level preceding quarter
2006 2007 2006 2007
Il [\ | I n | wv | Il Il
Change in private inventories’ 53.9| 174| 01| 58| 32.9|-36.5-17.3| 5.7| 27.1
Farm -29| 38| 50| 36| 30| 67| 12| -14| -06
Mining, utilities, and construction 49| 54| 43| 19| 20| 05| -1.1| -24| -39 —
Manufacturing ... 89| -1.8| -50| 42| 31/-10.7| -32| 08| 7.3
Durable-goods industrie 17| 97, 08| -75| 18| -20| -89| -83| 93
Nondurable-goods industries -20|-103| -53| 27| 13| -83| 50| 80| -14
Wholesale trade 36.1| 65| 44| -02| 153|-29.6| -2.1| -4.6| 155
Durable-goods industries 32.0| 54| 87|-133| 14|-266| 3.3|-22.0] 147
Nondurable-goods industries 55| 13| -34| 109| 125| -42| -47| 143| 16
Retail trade...........ccveeemernineneieiiciinnns 11| 0.1|-135| 33| 145| -1.0|-13.6| 16.8| 11.2
Motor vehicle and parts dealers -8.7|-11.2|-154| 52| 133| 25| 42| 10.2| 185
Food and beverage stores. 01| -03| -0.1| 07| 18| -04| 02| 08| 1.1
General merchandise stores . 57| 50| 23| 25| -17| -07| -27| 02| -42
Other retail stores...... 33| 55| -15| 46| 20| 22| -70| 6.1| -26
Other industries. 50| 20/ 23| 06| 03] -30| 03| -1.7| -0.3
Residual 2 -07| 11| 24| 43| -08| 18| 13| 19| -5.1
Addenda: Ratios of private
inventories to final sales of
domestic business:?
Private inventories to final sales....... 2.45| 2.43| 2.43| 241 239 | | v [ [
Nonfarm inventories to final sales ....| 2.26| 2.24| 2.24| 2.21| 2.20 | oo | covveer | vevees | eevreenns
Nonfarm inventories to final sales of
goods and structures .| 8.62| 3.61| 3.61| 3.57| 3.55 v | o | verrieee ferirennns

1. The levels are from NIPA table 5.6.6B.

2. The residual is the difference between the first line and the sum of the most detailed lines. It reflects
that chained-dollar estimates are usually not additive, because they are based on quantity indexes that

use weights of more than one period.
3. The ratios are from NIPA table 5.7.6B.

Real inventory investment increased $27.1 billion in
the third quarter after increasing $5.7 billion in the
second quarter. It added 0.98 percentage point to real
GDP growth in the third quarter. The step-up mainly
reflected an upturn in wholesale trade industries and
an acceleration in manufacturing industries.

Inventory investment in the mining, utilities, and con-
struction industries decreased more than in the sec-
ond quarter; the level was negative.

Inventory investment in manufacturing industries ac-
celerated, reflecting an upturn in durable-goods in-
dustries that more than offset a downturn in
nondurable-goods industries.

Inventory investment in wholesale trade inventories
turned up, reflecting a rebound in durable-goods in-
dustries.

Inventory investment in retail trade industries deceler-
ated. Inventory investment by “other” retail stores and
by general merchandise stores turned down, but mo-
tor vehicles and parts dealers picked up.

Chart 4. Real Private Inventory Investment

Inventory Investment
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Exports and Imports

Table 6. Real Exports and Imports of Goods and Services
[Seasonally adjusted at annual rates]

Real exports picked up sharply in the third quarter, in-
creasing 18.9 percent after increasing 7.5 percent in
the second quarter.

Exports of goods accelerated robustly and contributed
17.60 percentage points to the growth in real exports;
the pickup was widespread. Exports of nonautomotive
capital goods led the acceleration, mainly reflecting an
upturn in civilian aircraft, engines, and parts. Exports
of industrial supplies and materials, nonautomotive
consumer goods, and automotive vehicles, engines,
and parts accelerated. “Other” exports of goods
turned up, and exports of foods, feeds, and beverages
picked up.

Exports of services slowed. The slowdown primarily
reflected a downturn in “other private services”; travel
services picked up somewhat.

Real imports turned up, increasing 4.3 percent after
decreasing 2.7 percent. The upturn reflected rebounds
in imports of both goods and services.

The rebound in goods imports was led by an upturn
in imports of automotive vehicles, engines, and parts.
Imports of “other” goods also turned up and nonau-
tomotive capital goods accelerated. In contrast, indus-
trial supplies and materials slowed, mainly because of
a deceleration in nondurable-goods imports.

Imports of services turned up. “Other” transportation
services rebounded, and travel by U.S. residents
abroad decreased less in the third quarter than in the

Share of
current- -
dollar Change from Contribution to
eworts | precedngperiod | PO
and (percent) ( ergenta e oin?s)
imports p ge p
(percent)
2007 | 2006 2007 2006 2007
Il \% | 1l Il v | I 1l
Exports of goods and
services ' ..........ueennn. 100.0| 143| 11| 75| 189| 143| 11| 75| 189
Exports of goods?.................... 70.7| 96| 09| 6.6 258 6.91| 0.65 4.66|17.60
Foods, feeds, and beverages 54|-12.6| 28| 244| 41.1|-061| 0.13| 1.09| 1.94
Industrial supplies and
materials.........cccocoeevneinnens 186| 150 -7.6| 6.4| 196 2.71|-1.44| 1.16| 3.62
Capital goods, except
AUtOMOtIVE ......vveveneiiiaens 272| 145| -20| 51| 27.8| 4.03|-0.56| 1.41| 7.26
Automotive vehicles, engines,
and pars........coeceneeneens 76| 33| 59| 245| 40.7|-024| 0.41| 1.64| 2.80
Consumer goods, except
AUtOMOtIVe ..o 9.0| 12.6| 120| 4.5  21.3| 1.11| 1.02| 041| 1.89
29| -3.0| 403|-28.2| 2.9|-0.09| 1.08|-1.04| 0.09
Exports of services .. 29.3| 26.0| 16| 96| 4.0| 735 048 2.87| 1.29
Imports of goods and
Services' ........coovevunnn 1000| 16| 39| -27| 43| 16| 39| -27| 43— |
Imports of goods 2.................... 84.4| -06| 42| -29| 4.9|-052| 3.49|-244| 411
Foods, feeds, and beverages .. 35| 10 81| -59| 6.9|-003| 0.27(-0.21| 0.23
Industrial supplies and
materials, except petroleum
and products ... 12.7/-19.3|-17.8| 22.2| 4.7|-2.86|-2.47| 2.53| 0.60
Petroleum and products........... 13.8| —6.9| 29.6|-22.3|-18.7|-0.95| 3.21|-3.27|-2.82
Capital goods, except
AUtOMOtIVe ......ovevuveviiiraes 19.0/ 06| 98| 13| 94| 011| 1.82| 0.24| 1.73
Automotive vehicles, engines
and parts 11.3| 95|-11.0| -2.3| 27.1| 1.03|-1.33|-0.26| 2.70
Consumer goods, excep
automotive..... 200| 136| 47| -35| 20| 2.60| 0.98|-0.73| 0.42
41|-102| 27.9|-16.7| 36.3|-042| 1.01|-0.73| 1.27
Imports of services 2................ 156 142 23| -1.7| 09| 215  0.38(-0.26| 0.15
Addenda:
Exports of agricultural goods 3 6.1|—12.4| 41| 355| 534 ccoocves [vervinenr [ervrens | rrvvinens
Exports of nonagricultural
goods ... 64.6| 11.5| 13| 46| 236 .o [corerenr [rmrees | erreee
Imports of nonpetroleum
GOOGS ovvvvssssssvsisinss 706| 0.7 03] 12| 102 e o o v

1. The estimates under the contribution columns are also percent changes.
2. Exports and imports of certain goods, primarily military equipment purchased and sold by the

Federal Government, are included in services.

3. Includes parts of foods, feeds, and beverages, of nondurable industrial supplies and materials, and

of nondurable nonautomotive consumer goods.

Norte. Percent changes are from NIPA table 4.2.1, contributions are from NIPA table 4.2.2, and shares

are calculated from NIPA table 4.2.5.

second. “Other” private services decelerated.

Chart 5. Real Exports and Imports of Goods
and Services

Percent change from the preceding quarter

24
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Government Spending

Table 7. Real Government Consumption Expenditures

and Gross Investment (CEGI)
[Seasonally adjusted at annual rates]

Share of
current- Change from Contribution to percent
dollar preceding period change in real CEGI
CEGI (percent) (percentage points)
(percent)
2007 | 2006 2007 2006 2007
1l \% | I n | v | Il 1l
Government consumption expen-
ditures and gross investment'... | 100.0| 35| -05| 41| 39| 35| -05 41| 3.9
Consumption expenditures........ 825| 36| 04| 33| 35| 295/-0.33| 2.73| 2.89
Gross investment..........c....ouuvues 175/ 30| -09| 79| 55| 052|-0.15| 1.35| 0.96
365 7.3| 63| 6.0| 7.0| 2.64|-2.37| 2.15| 252 — |
National defense 24.8| 16.9|-10.8| 8.5/ 10.1| 3.91|-2.81| 2.04| 2.41
Consumption expel 21.7| 155| 92| 87| 95| 3.14|-2.09| 1.81| 2.00
Gross investment.. 3.1 27.0|-206| 7.6| 14.0| 0.77|-0.72| 0.23| 0.41
Nondefense............. 11.7|-100| 3.8 09| 0.9/-1.27| 0.44| 0.11| 0.11
Consumption expenditures 10.2|-10.7| 7.3| -0.9| 17|-1.19| 0.73|-0.09| 0.18
Gross investment.. 14| -5.4|-18.0| 149 -4.7|-0.09|-0.30| 0.20|-0.07
State and local... 636 13| 3.0 3.0 21| 0.83| 1.88 1.93| 1.33
Consumption expenditures... 50.6( 19| 20| 20| 14| 099| 1.02| 1.01| 0.71
Gross investment 130| -13| 7.1| 72| 48|-0.16| 0.86| 0.92| 0.62

1. The estimates under the contribution columns are also percent changes.

Norte. Percent changes are from NIPA table 3.9.1, contributions from NIPA table 3.9.2, and shares are

calculated from NIPA table 3.9.5.

Real government spending decelerated slightly in the
third quarter, increasing 3.9 percent after increasing
4.1 percent in the second quarter. The deceleration re-
flected a slowdown in state and local government
spending that was partly offset by a pickup in Federal
Government spending.

The pickup in Federal Government spending reflected
an acceleration in national defense spending, which
increased 10.1 percent after an increase of 8.5 percent.
Nondefense spending grew at the same rate as in the
second quarter.

State and local government spending slowed to 2.1
percent in the third quarter after increasing 3.0 per-
cent in the second quarter.

Chart 6. Real Government Consumption Expenditures
and Gross Investment

Government Spending

“Government consumption expenditures and gross invest-
ment,” or “government spending,” consists of two main
components: (1) Consumption expenditures by Federal
and by state and local governments and (2) gross invest-
ment by government and government-owned enterprises.

Government consumption expenditures consists of the
goods and services that are produced by general govern-
ment (less any sales to other sectors and investment goods
produced by government itself). Governments generally
provide services to the general public without charge. The
value of government production—that is, government’s
gross output—is measured as spending for labor and capi-
tal services and for intermediate goods and services.!

Gross investment consists of new and used structures
(such as highways and dams) and equipment and software
purchased or produced by government and government-
owned enterprises.

Government consumption and gross investment excludes
current transactions of government-owned enterprises,
current transfer payments, interest payments, subsidies,
and transactions in financial assets and nonproduced assets,
such as land.

1. Capital services is also known as consumption of fixed capital (depre-
ciation) and represents a partial measure of the services provided by gov-
ernment-owned fixed capital.

Percent change from the preceding quarter
6

Based on seasonally adjusted annual rates
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Table 8. Prices for Gross Domestic Purchases
[Percent change at annual rates; based on seasonally adjusted index numbers (2000=100)]

— Prices paid by domestic purchasers increased 1.6 per-
Contribution to percent

Cha(rj]ge from § change in gross domestic cent in the third quarter after increasing 3.8 percent in
preceding perio purchases prices h d E : dd d
(percent) (percentage points) the second quarter. Energy prices turne own, an
food prices increased at the same rate as in the second
2006 2007 2006 2007

quarter. Excluding food and energy, gross domestic
VitV e purchases prices increased 1.7 percent, following a
1.5-percent increase.

Gross domestic purchases’ .................... 01| 38 38 16| 01| 38 38 16

Personal consumption expenditures. -09| 35| 43| 1.7|-0.60 2.32| 2.84| 1.1 \ Consumer prices as measured by the PCE price index

Durable goods -14| -1.8]-0.21(-0.14(-0.11|-0.13 . . . . |
Nondurable goods 50| 100| 1.1|-158| 0.96| 1.89| 0.22 slowed, mainly reflecting downturns in prices paid for
Services ...

38| 26| 26) 119) 149) 1.06| 1.02 gasoline, fuel oil, and other energy goods.
22| 20| -04| -05| 033| 0.30|-0.05|-0.07
20| 19| -03| 06| 0.30| 0.29-0.04|-0.09
20| 19| 00| -07| 020| 0.19| 0.00(-0.07

Gross private domestic investment
Fixed investment.......
Nonresidential

Prices paid for nonresidential fixed investment turned

Structures...... 46| 41/ -11] 01| 0.14| 0.13/-0.04 0.00 down, mainly reflecting a downturn in prices paid for
Equipment and software 08 1.0/ 05) -1.1) 0.06| 007) 0.03/-007 transportation equipment and a larger decrease in
Residential ............... 24| 20| -08| 05| 0.11| 0.10(-0.04|-0.02

prices paid for computers and peripheral equipment.

Change in private inventories.... [ [PTORPRN FROOPPION SRR 0.03| 0.01|-0.01| 0.02

Government consumption expenditures
and gross investment......

Federal
National defense ...

21| 64| 55| 31| 038 1.15 1.00| 058 Prices paid for residential investment decreased some-

05/ 53 38| 16| 003 035 026 0.11 what less than in the second quarter.
-01| 50| 41| 18]-001| 023| 0.18| 0.8

Nondefense... .| 7] 59| 33| 1.1] 0.04| 0.13| 0.07| 0.02 . .
State and local ... .| 31| 7.0 65| 40| 0.35| 0.80| 0.74| 0.47 Prices paid by government slowed. The slowdown was
Addenda: widespread across Federal and state and local govern-

Gross domestic purchases: :

18| o19| 047! 044| 04 ment goods and services.
Energy goods and services -5.2|-2.04| 0.65| 2.02|-0.27
Excluding food and energy.... 23| 31| 15| 17| 1.96| 2.65| 1.32| 145

Personal consumption expenditures (PCE): | | | | e [ | | e

Consumer prices excluding food and energy, a mea-

<« b2l . . .
Food 48| 47| 47 sure of the “core” rate of inflation, picked up some-
Energy goods and services... 161) 51.3| 67 e what, increasing 1.8 percent after increasing 1.4
Excluding food and energy.... BE| VA | comocooes || coomono [|ocorores | coooorse t
“Market-based” PCE 360 470 14|l percent.
Excluding food and energy . 241 12| 16| | i | [ e
Gross domestic Product.............ccooeeevvvverneenes T)420 28] 09) | | s The GDP price index increased 0.9 percent, 0.7 per-
1. The estimates under the contribution columns are also percent changes. centage point less, than the increase m. the price m‘%ex
Nore. All the percent changes except those for PCE for food and energy goods and services and for for gross domestic purchases, reflecting a larger in-
PCE excluding food and energy are from NIPA table 1.6.7; the changes for PCE are calculated from index crease in import prices than in export prices.

numbers in NIPA table 2.3.4. The contributions are from NIPA table 1.6.8.

Note on Prices Chart 7. Gross Domestic Purchases Prices

BEA’s gross domestic purchases price index is the most com- Percent change from the preceding quarter
prehensive index of prices paid by U.S. residents for all ® [WTotal - Less food and energy
goods and services purchased in the United States. It is .
derived from prices of consumer spending, private invest-
ment, government spending, and prices paid for imports.

The GDP price index measures the prices paid for all the 8
goods and services produced in the United States, and it 5
includes the prices of goods and services that are exported.

The difference between the gross domestic purchases
price index and the GDP price index reflects the differences !
between the imports prices (included in the gross domestic o - 0N
purchases index) and the exports prices (included in the 2003 2004 2005 2006 2007
GDP price index). Note. Percent change at annual rate from preceding quarter; based on seasonally adjusted

index numbers (2000=100).
U.S. Bureau of Economic Analysis




December 2007

SURVEY OF CURRENT BUSINESS 9

Table 9. Advance and Preliminary Estimates for the Third Quarter of 2007

[Seasonally adjusted at annual rates]

Change from Contribution to percent
preceding quarter change in real GDP
(percent) (percentage points)
Prelim- Prelim-
) i | inary . i | inary
vance | ety | ™ | vance | rary | ™SS
ad- ad-
vance vance
Gross domestic product (GDP)'................. 3.9 4.9 1.0 39 49 1.0
Personal consumption expenditures . 3.0 27, -03, 211 1.88| -0.23
Durable goods........... 4.4 40| -04| 035 031 -0.04
Nondurable goods. 27 19| -08| 056| 039 -0.17
Services ................ 29 -0.1 120 1.18| -0.02
Gross private domestic investment 0.8 5.1 0.13| 092 0.79
Fixed investment -15 11| -0.23| -0.06| 0.17
Nonresidential 7.9 15/ 082 097 0.15
Structures...... 12.3 20| 040, 046 0.6
Equipment and software 5.9 13| 042| 051 0.09
Residential............cccooerimerrivnnnnins -20.1 04| -1.05| -1.03| 0.02
Change in private inventories.... 0.36| 098 0.62
Net exports of goods and services 093 137| 0.4
EXPOMS .ot 16.2 2.7 1.79| 2.08 0.29
Goods 23.0 28| 1.73| 1.94| o0.21
Services. 1.6 24| 006 0.14| 0.08
IMPOMS ..o 5.2 -09| -0.86|-0.70| 0.16
Goods 6.2 -1.3| -0.86| -0.68| 0.18
Services..... . . 04 0.5 -0.01|-0.02| -0.01
Government consumption expenditures and
gross investment 3.7 3.9 02| 073 075 0.02
Federal . 6.8 7.0 02| 048| 049, 0.01
National defense............ccouuvuvimnriernnnsivineniinnns 9.7 101 04| 045 047 0.02
Nondefense 0.9 09 00| 0.2 002 0.00
State and 10Cal ..o 2.0 2.1 0.1 0.25| 026, 0.01
Addenda:
Final sales of domestic product 35 3.9 04 3.95| 042
Gross domestic purchases price index .. 16 1.6 0.0
GDP price index 0.8 09 0.1]....

1. The estimates for GDP under the contribution columns are also percent changes.

The 4.9-percent preliminary estimate of real GDP
growth is 1.0 percentage point more than the advance
estimate. The average revision (without regard to
sign) between the “advance” and “preliminary” esti-
mates is 0.5 percentage point. The upward revision to
real GDP growth primarily reflected upward revisions
to inventory investment and to exports of goods and a
downward revision to imports of goods. In contrast,
consumer spending for nondurable goods was revised
down.

The downward revision to consumer spending for
nondurable goods was widespread; the largest con-
tributor was food.

The largest contributors to the upward revision to in-
ventory investment were wholesale trade inventories
and manufacturing inventories.

The upward revision to exports of goods was wide-
spread; the largest contributor was automotive vehi-
cles, engines, and parts.

The largest contributors to the downward revision to
imports of goods were industrial supplies and materi-
als and “other” goods.

Source Data for the Preliminary Estimates
Personal consumption expenditures: Retail sales for Novem-
ber and December (revised). Motor vehicle registrations for
October and November (revised) and December (new).
Retail electricity sales for November (new) and natural gas
sales for October (revised) and November (new).

Nonresidential fixed investment: Construction put in place
for October and November (revised) and December (new).
Manufacturers’ shipments of machinery and equipment for
October—December (revised).

Residential investment: Construction put in place for
October and November (revised) and December (new).

Change in private inventories: Manufacturers’ inventories
for November and December (revised) and trade inventories
for November (revised) and December (new).

Exports and imports of goods and services: International
transactions for October and November (revised) and
December (new).

Government consumption expenditures and gross invest-
ment: State and local construction put in place for October
and November (revised) and December (new).

Personal Income for the Second Quarter
As usual, BEA also released revised estimates of income
measures for the previous quarter, reflecting newly available
data from the Quarterly Census of Employment and Wages
from the Bureau of Labor Statistics.

Among notable revisions, wage and salary disbursements
increased $24.5 billion in the second quarter, a downward
revision of $44.8 billion. Personal current taxes increased
$22.9 billion in the second quarter, a downward revision of
$8.0 billion. Contributions for government social insurance,
which are subtracted in calculating personal income,
increased $2.4 billion, a downward revision of $6.2 billion.

As a result of these revisions
e Personal income increased $108.1 billion, a downward

revision of $41.9 billion.

e Disposable personal income increased $85.2 billion, a
downward revision of $33.9 billion.

o Personal saving decreased $66.5 billion, a downward
revi-sion of $33.9 billion.

o The personal saving rate was 0.3 percent, a downward revi-
sion of 0.3 percentage point.



Note
The data in this box was corrected after it was initially published; the information will differ compared with the original printed version. 
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Corporate Profits

Table 10. Corporate Profits Profits from current production decreased $19.3 bil-
[Seasonally adjusted] lion, or 1.2 percent at a quarterly rate, in the third
Billions of dollars (annual rate) Percent change from quarter, following an increase of $94.7 billion in the
Change from preceding quarter second quarter.
Level preceding quarter (quarterly rate)
2007 | 2006 2007 2006 2007 Domestic profits of financial corporations decreased
m Voo tc Pl w T T $29.1 billion, or 5.6 percent, in contrast to a second-
- quarter increase of $52.7 billion.
Current production measures:
Corporatelpr.ofits....l .......................... 1,623.1| 61.3| 165 947|-19.3| 38| 1.1| 6.1|-12 Domestic proﬁts of nonfinancial institutions de-
Domestic industries... ..|1,286.6| -89.3| -3.7| 78.0|-412| -6.7| -0.3| 6.2| -3.1 1. . .
Financial 4923| 193|-269| 527|20.1| 40| 54| 112| 56 creased $12.1 billion, or 1.5 percent, in the third quar-
NONFINANCIEl v 7943|-1085| 232| 253|-121|125| 31| 32| 15— | ter, in contrast to a second-quarter increase of $25.3
Rest of the WOrld .......cccc...ecoveee 336.5| 28.0| 20.1| 167| 21.9| 12| 72| 56| 69 billion.
Receipts from the rest of the
WO v 5105 128) 10.0| 339 27.9) 30| 23 76| 58 Profits from the rest of the world (net corporate prof-
Less. Payments to the rest of . . 1.
O 174.1] -152|-10.1| 172 6.1| -87| -6.3| 14| 36 its earned abroad) increased $21.9 billion, or 6.9 per-
Less: Taxes on corporate income ... | 471.0| —180| 04| 37.6/-19.1| 38| 00| 83| -39 cent, after increasing $16.7 billion. In the third
Equals: Profits after tax -[1,152.1| ~433| 16.4| 57.0| -0.1| -39| 15| 52| 00 quarter, receipts increased $27.9 billion, and payments
Net .d|V|.dends : ..| 807.7| 253| 23.0| 248| 235| 36| 31| 33| 3.0 increased $6.1 billion.
Undistributed profits from curren
production ..| 3444| —-687| 66| 322|-23.6|-16.7| -19| 9.6|-64 T ) d q bill
Net cash flow .|1,2668| 57.0| 02| 37.4|22.1| 44| 00| 30|-17 axes on corporate income decreased $19.1 billion, or
Industry profits: 3.9 percent, following an increase of $37.6 billion.
Profits with IVA .[1,859.9| —480| 7.4|1012|-169| 26| 04| 57|-09
Donjeshq industries 1,523.4| -76.0|-12.7| 84.4|-38.7| -49| -09| 57| -25 Undistributed Corporate proﬁts decreased $23.6 bil-
Financial .| 5176| 207|-280| 534|-288| 4.1|-54| 10853 ; . ) o1l
Nonfinancial .|1,005.9| -96.6| 152| 31.0| -9.8| -9.1| 16| 32[-1.0 hon, or 6.4 percent, after ncreasing $32.2 billion.
Rest of the world .. 336.5| 280| 201| 167| 21.9| 12| 7.2| 56| 69
Addenda: . Net cash flow from current production, a profits-re-
Pr%fgsﬁ\gﬁforetax(wnhomlVAand 1879.5| —62.2| 26.6|1157|-52.0| -3.4| 15| 64| -27 lated measure of internally generated funds available
Profits after tax (without IVA and for investment, decreased $22.1 billion, or 1.7 percent,
CCAdj) . ..|1,408.6| —442| 265 78.1|-32.8 . . o
106! 142|-192| 145 351 after increasing $37.4 billion.
CCAdj -236.8| -133| 9.1| -65| -2.4/.

Nore. Levels of these and other profits series are

shown in NIPA tables 1.12, 1.14, 1.15, and 6.16D.

IVA " Inventory valuation adjustment
CCAdj Capital consumption adjustment

Measuring Corporate Profits

Corporate profits is a widely followed economic indicator
used to gauge corporate health, assess investment condi-
tions, and analyze the effect on corporations of economic
policies and conditions. In addition, corporate profits is an
important component in key measures of income.

BEA’s measure of corporate profits aims to capture the
income earned by corporations from current production
in a manner that is fully consistent with the national
income and product accounts (NIPAs). The measure is
defined as receipts arising from current production less
associated expenses. Receipts exclude income in the form
of dividends and capital gains, and expenses exclude bad
debts, natural resource depletion, and capital losses.

Because direct estimates of NIPA-consistent corporate
profits are unavailable, BEA derives these estimates in
three steps.

First, BEA measures profits before taxes to reflect corpo-
rate income regardless of any redistributions of income
through taxes. This measure is partly based on tax return

information from the Internal Revenue Service; BEA uses
tax accounting measures as a source of information on
profits for two reasons: They are based on well-specified
accounting definitions, and they are comprehensive, cover-
ing all incorporated businesses—publicly traded and pri-
vately held—in all industries. BEA also uses other sources
of information to estimate pretax profits, including infor-
mation from the Census Bureau.

Second, to remove the effects of price changes on inven-
tories valued at historical cost and of tax accounting for
inventory withdrawals, BEA adds an inventory valuation
adjustment that values inventories at current cost.

Third, to remove the effects of tax accounting on depre-
ciation, BEA adds a capital consumption adjustment
(CCAdj). CCAdj is defined as the difference between con-
sumption of fixed capital (the decline in the value of the
stock of assets due to wear and tear, obsolescence, acciden-
tal damage, and aging) and capital consumption allow-
ances (tax return depreciation).






